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OPI1 NI ON

This appeal is nade pursuant to section 18594 of
the Revenue and Taxation Code from the action of the Franchise
Tax Board on the protest of Robert and Rose Vener against a
proposed assessment of additional gersonal income tax in the
anount of $2,783.14 for the year 1974.
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Rose 'Vener is a party to this appeal soIeLy because
she filed a joint incone tax return with her husband for 1974.
Accordingly, only Robert venar Will hereafter be referred to
as appel | ant.

The sole issue to be determned is whether appellant
. may deduct the loss arising fromtheft of electrical inprove-
ments to certain rental property owned by him

At all times relevant here, appellant owned a small
..commercial building in Los Angeles, California. During 1970,
appellant leased this building to Panel Ply Industries. As
part of its consideration for the |ease, Panel Ply nade certain
I nprovenents to the building's electrical system (including
addition of a transformer and other electrical equipnment) wth
t he understanding that such inprovenents would remain on the
prem ses at the termnation of Panel Ply's |lease. At sone
time prior to June 24, 1974, Panel Ply abandoned the buil ding
and i nprovenents and termnated its | éase. The value of these
I nprovenments has never been reported by appellant as incone.

_ On June 24, 1974, thieves entered appellant's build-
ing and renoved many of the aforenmentioned inprovenents.
Danmage to the building itself was covered by insurance, but
appel l ant sustained an unconpensated | oss of $25,297 as a-
result of the theft of the inprovements. Appellant deducted
this loss on his 1974 California income tax return. Respon-
dent determ ned that deduction of this'loss was inproper
because appellant's adjusted basis in the inprovenents was
zero. ‘

~Under the provisions of section 17206 of the Revenue
and Taxation Code, unconpensated theft |osses incurred in'a
trade or business or in a transaction entered into for profit
are deductible. Any deduction; however, is subject to the
[imtation that it nust not exceed the anobunt of the property's
adj usted basis. (Rev. & Tax. Code, § 17206, subd. (b).) 'As
stated in respondent’'s regulations, this limtation neans that
a’taxpayer may deduct as a theft loss only the lesser of either
t he anobunt of the actual fair nmarket value of the property
stolen or the anmbunt of the taxpayer's adjusted basis in such
property. (Cal. Admin. Code, tit. 18, regs. 17206(h), subd.
(3), and 17206(g), subd. (2).)

_ In appellant's case, the |esser of these two anounts
I's zero. | n accordance wth the exclusionary provisions of
section 17143 of the Revenue and Taxation "Code, appéllant did
not report the value of the'electrical inprovenents as 'inconme
during the taxable year when Panel Ply Industries abandoned
the building. Section 18055 of the sanme code provides, in
rel evant part that:
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Nei t her the basis nor the adjusted basis of
any portion of real property shall, in the case of
the | essor of such pro-erty, be increased or dimn-
i shed on account of income derived by the lessor in
respect of such property and excludable from gross
i ncome under Section 17143

Accordingly, appellant's adjusted basis on these inprovenents
cannot be "increased by their value at the time of termnation
of the lease. As appellant did not otherw se incur any cost

in securing the inprovenents, his adjusted basis for the stolen
el ectrical equipnent was zero.

Consequently, on the basis of the facts presented,
and in accordance with sections 17206 and 18055 of the Revenue.
and Taxation Code, we conclude that appellant is not entitled
to deduct any of the loss he incurred as a result of the theft
of the electrical inprovenents.

For the above reasons, we sustain respondent's action
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O RDER

Pursuant to the views expressed in the opinion of

%ngggﬁrg on file in this proceeding, and gOOd’_?ause appeari ng

| T I|'s HERERY ORDERED, ADJUDGED AND DeCREED,
pursuant to section 18595 of the Revenue and Taxation Code,
that the action of the Franchise Tax Board on the protest of
Robert and Rose Vener'against a proposed assessnent of addi-
tional personal income tax in the amount of $2,783.14 for the
ear 1974, be and the sane is hereby sustai ned.

Done at Sacranmento, California, this 7th  day of
Mar ch » 1979, by the State Board of Equalizati on.

Chairman
, Member

’ Me mber

, Member

, Menber
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